BY MURRAY F. FOS5

1961 Business Investment and Sales Expectations

B usINESsSMERN plan 1o spend 334%
billion o0 new plant and equipment iu
1961—a reduction of nbout 3 percent,
or £1 billion, from 1960, This invest-
ment, which began to move dowuwird
after the second quarter of 1960, is
acheduled to decline further in the cur-
rent guarter and ngnin in the April-
June period. However, the survey m-
dicutes an improvement in the latier
hall of 1961,

The investment anbicipations, de-
rived from reports filed by business in
Inte Jantunry snd Febroary in the rag-
ular Comnteree-SEC survey, sre ac-
companied by expectabions of ligher
gales in 1961 over 1960—-3 percent Mo
menufneturing  firms, 4 peresnt lov
trade componies, and 7 peveent lor
cleetric and gos wiilitics,

Ralative ohanges in  oexpenditures
Mremy 1060 to 1961 aee about the same
for both manulackering nned nenmag-
fwcturing comprnies, but thers iz o
diversity of change within these brosd
gronps. The hall-billion dollay, or 7
percent, decline sehodulad by durable
goods manufoeturere is partially offset
by an noticipated small increase in the
mvestment of nondurable goods com-
panies, Almost half of the dollur de-
crease in expenditures expected hy
transportation and sommereial finns is
ofizat by an investment inerense schod-
uled hy the publie utilities, ns mny be
gpen in the table below.

{huarterly trends

Actunl axpencitures in the fonl
gunrier of 1960 were ab n aensomily
ndjugted nnnuval rate of $35% Liilion,
the continving decline being attributa-
e in large part bo reduced expendi-
tures by durnble goods vinnufeturars.
The Tourth quarter figure wuz nbout in
line witls the antivipniion for this period
| reported by business 3 montha earliey.

A cub by o 3344 biflien vate has now
been acheduled for the first quater of
this year—dominatod by reductions in
manulzoturing and rail transportation,
The fignre far the opening months of
the year ia about 3} hillien less {annzal
rate) than the initisl anticipation lov
this period, with ruch of the downward
revigion [rom earher plans being re-
ported by producers of durable goods.

Spending in the second quarter is
cxpected to go down to $33% billion,
In this peried lowar investment ol mean-
ulagturers, railroads and commoreial
companies is partly offest by a pickuop
in outlays by the publie utilities and

nonreil tronsporketion firms. The ex-
pooted rate of mvestiment in the second
quarter is 7 percent below the recent
high in the setond quirter of 1950,

(Givon the anticipation for the full year
1861 and the oxpecied cutlays in the
frst two guarters, n luodest rise in
seasonally adjusted expenditures is
implied [rom fhe first to the s:cond
half—from an annual yate of about $34
billizn to $%56 billion. Manufecturing,
comwmnunigations, electric and gns uiili-
ties are eontributerz to this implied
incvonse, while sonmeccial frms and
both the rail and norrsil transportation
groups report [urther decranses,

PLANT AND EQUIPMENT INVESTMENT

Business Programs Indicate a 3 Percant Decling in 1951
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Cyclical dewriturn

Bealization of current investment
intentions would make the recent cy-
elien] downturn in plant and squipment
expenditures of small magnitude, By
comparizon, seascnally adjusied ox-
penditires  fell more than one-fifth
freaw the third quarter 1057 pealz to the
third quorter 1958 low point. In the
post-Korsan pericd the investimeant
dacline wasnolseverebutlasted longar—
on iY1-pearcent dacline from the peak in
the thivd quarter of 1053 to the firat
quarter of 1955, The first postwar
investment downturn wos slso shorp—
n 20-percent decline fromn the fourth
quarier of 1948 to the final quarter of
1949,

One factor in the comporative mild-
ness of the projecied decreass is that
the preceding recovery in fixed invest-
wment was not vigoraus, Tha eyclical
peak of $36.3 hillion in the sscond
guarier of 1967 marlted the first time
in the postwar period that on earlier
cyclicel high—%37% hillion in the third
fquarier of 1957—wpz not axceeded.
Lanat year's investment ecould not be
judgad high in relotion to total sutput:
it waa 7 percent of GNF, or slightly
higher than the ratios in 1953 and 1859,
which were portwar lows. By way of
contrnst, plant and equipment outlays
were nbout 84 percent of GNT in both
1056 pnd 1957, § pevcent in 1952 and
BY percent in 148,

Where investment was high and
product demand weale last yesr, as in
the iron and sbeel industry, & sharp
cutback is planned. Other industries

SURVEY OF CURRENT BUSINESS

such as railroads and trucking—which
wore adverzely affected by the down-
turn in industrisl activity—have also
scheduled large veductions for 1961,
As a paortial offset, however, are the
incrensea reported by industries that
have cxperienced a strong growth in
markets, notably the clectric and gas
utilities. New preduct development
ond continued terhnolegical change,
eoupled with the faet that the fixed
plont of many businasaes doocs not come
up to current best practice, and thus
requires replacement, are other impor-
tant influences that are bolstering
inveatmnendt.

The realization of thezs business
investment programs this year, espe-
cially the chanpe from the first to the
second hall of 1961, will depend on the
eourse of business sctivity and the ax-
tent to which thiz movement approxi-
metes current expestations by boginess
of an improvement in anles. The sales
expectations reported in the latast
snrvey eall Tor moderate increasss over
1960, but they mply good-gived in-
creages {rom cureent reduced rates,

I't may be belplul to eall attention to
n eotnporison af actual and anticipated
changes in expenditures from the first
to the second haelf in recent years, in
torms of direction mther then size of
changs; the exparience i mixed. In
1955, 1954, and 195%, vears of rising
nctivity, investment increnses were
onticipated and in fact cecurrad. The
onticipations of litéle chonge and de-
crense thnt wers mode for 1957 ond
1958, respoctively, also teok plnce,
though » turning point in lota]l in-

Table 1.—Plant and Equipment Expenditores, 135061
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voatment developed in the second hall
of both of thess vears. Last yenr,
howaver, investment in the closing 6
months avernged no higher than in the
first holf, instead of inoreasing as
projacted. The tuming of the annual
survey (roughly Febeoary} in relation
to the partieular phase of the business
tyele has en influencs on the formation
of the anticipations.

Manufacturing Investanent

Manvlacturing firme apent $14% bil-
lion in 106{, aboui one-filth more than
wos Bpent in 1959, Almoat avery
major industry reported inersased in-
veatment last yeor, but the total Tor
the group fell short of tha 1580 projac-
tion as well as the $18 billion that was
apent in 19567—the previons pesl.

That manufacturers lniled to meet
investment goals projecied early in
1360 reflected demand eonditions which
differed considernbly from the brondly
optimistic antieipations, But the Faet
that expected 1960 investinent wos
aleo lesa than the carlier high mark,
aven though siles in aggregaie reached
n new high Inst year, was suggestive
of » more than ndeguabte capncity
condition. The brevisy of the manu-
[acturing recovery—only six quarters
from the first quarter of 1959 to the
sacond quacter of 1960—rmay be taken
a& another nspoct of thia same condition.

Dursble poods investment, which
rose about one-fourth loat year, is
expected to decline about 7 percent in
1961 bui the projected decrecses nre
confined to a few industrics. The stee]
industry, which Inst year increased its
outlays by some %0.6 billion to $1.0
hillion is reducing its investment to
$1.2 hillion thie year. It iz an aspest
of the long lesd time required lor stoel
maling facilities that investment con-
tinued to rise through the third quarter
of 1340, evon though the steel operating
rate penked m Jonuary 1560,

The nonferrous matals industry, no-
tably aluminum, continues to projeci »
very low investment rate in 1981, an-
changed froin lnst year. Primary alu-
minum produstion is at present only 70
percent of copaciby and fabricnting pro-
duction still lower relative to capability.

Both machinery indostrics expect to
show little change in investment rates
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from last year's lovals. For elactrien]
machinery, however, this iz a record
rata, reflecting mninly the growth of
investment in the rapidly growing
slectronics  industries. In the other
marchinegry group, rising outloays hava
been projected by predvecears of affica
machinery ond computers; prodocors
of industrigl ond other types of machin-
ory axpect &0 docreasa investment this
Year.

The motor vehicle indusiry 13 the
only muojor derable goods group that
ez projecied o rise for 1961—15 per-
cent from 19680, Id may be noted,
however, even on a current dollar basis
the industry iz spending for less thon
it did 1o 1950, the penlt investment
yvenr, or in 1354, 1955, and 1957,
Spending by transportation fitms other
than motor vehicles, wnchanged fromn
1860, is still Lelow 1956 ond 1857
investment rnbes.

Tho stone, clay, ond glass indusiry

hes scheduled o shoarp cut in investment

from 1960, ae hava the fabricated metals
industry. Cutbacks in spending for
now facilities for the cement industry,
where capacity 15 considerably in axcess
of demand, are capocially sharp.

Stight rise in nondurables

Unlike durshble goods, investment by
nondurable goods producaa showed &
stendy rise quarter by quarter through
1958 and 1960. The pattern of in-
vestiment projected by theee induairies
for 1961 reficcte a varied combination
of growth and eydlical behavior, Threa
main groupe in which growth factors
nre most important and which account
for the lnrgest volume of investmont—
petroleum, chemicals, and fead and
bevorages—hove nll projected incroazsa,
Tabhlke Z2.=I'ant and Equipment Expendi=

tured of the Petroleum Industry, by
Function, 196861
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SURVEY OF CURRENT HUSINESS

These more than offsat the cuthacks
that Liave been planned by textile and
paper firms, whosse outlays bave beon
affoctod by the racession.  Spending
by rubber companies is aboub un-
changed from 1960.

Table 2 presonts a functional breal-
down of petroleum compeny expendi-
tures, based on reports supplicd by firms
accounting for 80 percent of the in-
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dusiry’s 1960 investment. Tho lurgest
eategory——prodyetion, which iz ezesn-
tinlly tha well-drilling activity—ehowa a
small decrease in 1961, Markoting
sxpenditurea ara schadolad to rias but
the main increase is expected to occor in
the refinery cabogory, which also in-
eludes investinent in the oxpanding
petrochemicals industry.

The %1% billion projectad by the
chemicals industry woald bring outlays
in this industry back to the high paint
achieved in 13$7. A lew vory lurpe
prejecis are tmporéant in this increnss.
Projected outlays by food and beverage
firms, which ware little afected by the
recesgion and which enjoyed rising
prices in 1960, are at the highast point
in savernl years, with spending by ihe
very largest companics up  quite
shazply.

Plant versus equipment

On oo overnll basis the ralative
thanges from 1980 to 1881 in plat as
compnrstdl with sguipment are about
the same. In durnble goods, howevur,

13

plant outlays sve expocted to {all almost
one-fifth, while equipiment outloys are
off very slightly. This differs from the
pattern in mondwzble povds, where
n rise in plunt eutlsys is nccompanied
by o small decrsase in equipment
pxpandifinres,

A breakdewn of planned capital
exponditures by size of firm in manu-
fucturing indicates that as n group the.
lorgest fims (assets over $50 million)
are planning a small rise, which is mors
than offset by the decrease scheduled
by the smaller companies. Last year
companies of all mzea incrensed invest-
ment. The increase was relatively
arenter (et the Fnrgest firms altheagh
they fniled 40 meet their programa.

Nonmanufacturing
Investment

This year electrie ntility companios
have sehedulod an & percant rise in
their capital outlays; if renlized this
would bring investment by this industry
ahouwt back to the pravious high reachad
in 1058, The increnss is concentrrted
in the zecond half of the year. Sinco
reporting in this survey is on a company
basis, it should be noted that these
figures include somo evpenditurez for
gms, which this year have the sffect of
raising the ovarnll incressn in sxpendi-
tures somawhiat over those brsed solely
on cloctrie plant expansion.

According 10 trade data all of the
incrensg in outlays scheduled for 1063
will be for transmission and distribution
fncilities, (See tnble 3.) Generating
expenditures are expected to be littlo
changed from last yoanr and aro down
substantinlly from the 1858 figure.
Since the industry’'s margin of eapacity
over paalk loads has bean rising in tho
past severcl yoacs, as capacity additions
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linve outatripped the increaze in de-
nand, the pressura for now gansrating
Iycilities has been dnmpened.

The ges utilitiee have scheduled »
risa of about 12 percent aver 1980,
which il veslized would be as high as
the 1957 outlays and would reverso a
3-yenr docline. Tha risa would ba
gronter if the zns outlays made by
alectric fivms were included. As with
electric investment programs, u grenter
shave Dns bheen scheduled for the
socond Lnll of this yene.

Transportation programs reduced

The ploinned expenditures of the mil-
roads are down sharply to the lowest
level in about 15 years; this reflects a
amall reduction in expected rond out-
lnys and o considernble reduction in

SURVEY OF CORREENT BUOIINESS

sutluye for cquipment. Trueking com-
pinies peacted in o simior fasbhion to
the 1960 downturn in industrinf prodne-
tion, making very severe eute in their
truck purchaaes after raid-1960. Thixy
decline is extending inte the firse
guarter of the yaar. Althowgl o amall
pickup is sehedulad therealtar, invest-
ment tor the yeor ns o whole i expecead
to be down substantially frome 1960.

Offsatiing in part this planned reduve-
tion in the trucking zecior of the nomrail
transportntion group nre anticipoted
inerenses in expenditures by the sirlines
and petroleum pipslines. The 1861
progrims of the airlines roflect pei-
marily a entching up on expenditurea
initinlly schoduled for 1960 but delnyed
beenuse of financing and production
preblems. A sharp [all in outlays in
the second hall 15 scheduled.

Morch 141

Comtmercigl and communications
fneostinant

Communications Grms are expecting
to hold 1961 expenditurcs quite clase
to 1900's record cetal; outlays avo
expertzd o dip somewhntl in the first
hali bui pick up agein after midyear,
The reduction in apanding by com-
mercinl companies reffects nainty a
sut by vetnil irme.  The 1961 progmms
of the lmgest chiins are scheduled to
aveeed those of 1960 but the other Grms
are thinking of & decline in expenditures
following the first guarter. ‘This may
be otiribuiable o the uncestainty
caused by the somewhat poor showing
in retsil snles in the early pack of this
y¥onr. Invesbment by comstruction firmsa
and finoncinl organizniions is expected
ak tlis time to approximate lost year's
otal,

Tehib: 4.—~Exponditires on New Plant ond Equipment by U.5. Brsiness,! 1950=01
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Realization of 19%60¢ Programs

Last yenr's expenditure of $35% bil-
Jion represecnted an increase of nhout 19
percent over 1959, as compnred with no
anticipated inerenze of about 14 percent
veportod & Yenr ngo.  In relutive terms
tha difference of nlmozt ¢ pereent wus »
little greatar than avernge, gnged by the
meding experience with the 11 postwar
annual surveys, and pmounted to 31
billion,

Expenditurea of mining companies,
milronds, and commercial firms came
within about 1 percent of their wntici-
pated outlays. The largest velutive
devistion, —10 percent, wns in the
nonrail transportation group, where ihe
shortfall wus primenly atbributable o
the postpenement of delivery of some
commercisd jata from 1960 Lo this year,
Public utililies spent about & percent
{or $0.4 billion) less than projecéed, the
cleetric ntilities lolling about & percent

SURVEY OF CURRENT BUSINESS

and the gns commpanies about & percent
helow planned outlays.  Maoulacturers
zpent 4 percent (ot $4.6 billion) less than
expected, with durable poods finms ne-
counting for the graater pmrt of the
difference.

Az pointed out enrlier, most of last
veur’s short'nll came in the second hinll
ol the yenr; the aggregnte for the first
half of 1960 was only 1 percent or $0.4
billion ut on annunl rate below -the
amounts projacted in the swevey re-
ported lngt March. Spending in the
gecond half wos much less-—-$2.2 hillion
at nn annunl rate—than implied in the
initinl survey. In durable goods, where
the downiorn had its ain offect, spend.-
ing wns about $1.2 billion below expee-
tations. There wos nlso a large nega-
tive deviation in fleetrie utilities {(%0.5
billion) and smnller downwnrd revisions
it nonrnil trensportation, nondurable
manuinciuring, mining, and gns uiilitics,

Sales Anticipations

BUSINESSMEN in ahnost nll in.
dustrics are expeciing an improvement
insnlesin 1061 over 1860, nsmay be seen
in table 3. Theincreases nppear rather
small and stand in marked contrast Lo
tle lirge increazes which were projected
for 1960 just o yoor ago but which fell
considerably shoré of renlization, as
indicated below. The 3-poresnt rise
projected by manulscturers for 1861
may be compared with an anticipated
rize of % percent for 1980; the trade and
utility increnses of 4 and 7 pevcent con-
trast with projected increnses for 1960
of b and 9 porcent, respectively,

Tt is instructive to see what kind of
sales changea from the current period
e implied in the 1081 sales projee-
tions. It 1z claar from table 5 vhat a
considernble improvement in sales ia
suggested Irom current yates. For
manufacturing ns n whole sales musk
increase t0 an average monthly rato
that would be 10 percent ahove Janu-
ory, seasonelly adjusted; the required

incrense in durables is relntively larger
gince durable sales in January were iors
depressed compared to 1060 than was
true of nondurnbles. These choanges, of
course, are averages, which probably
imply stll higher figures for the lntter
part of 1941, In the cnseof retnil brade
the implied neresso from January would
banbout 6 percent.  Theextent towhich
busineasmen  take into necount the
seasonally ndjusted rate of sales pre-
vailing at tha time the sales lorecast is
made is not generally knowu.

TLast voor's salea projections by
broad industry groups proved to be
uniformly too high; the 8 percent ex-
pected seles increase from 1969 to 1960
for manufacturing compares with an
actoal rise of 2 percent, In nondur-
abies the anticipated gain of 8 poreant
may be compared with n realized in-
orecgs of 3 percent, but in durable
gooda the 10 paveent projected in-
creess tinned oot to be 4 rige of only 1
percent; evary major industry showed
& lowar figure than expecied.

15

The high rales projactions that were
submitied a yemr ago may have been
influenced by the fact that salez nronnd
the erid of 1959, especially i durnblo
goods, were showing very sizable goins
over year-nge figures, in farge put
because of the inventory rebuilding
that was taking place following the end

Table b.—Manylectorors® Sebkes Chonges,
1950-60 and 1960=61,. aml Implied Changa
Tromy Janomary 1961 Rare
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of the steel strike. The abnorunal
market conditions thet provailed at
this time may have made a balanced
appraisal of 1060 mmkets especially
difficult. In this vespect it is interest-
ing that steel companies projected &
rise in sales over 1958 of about oune-
Fourth and netually experienced o dvep
of sbout 4 pereent in dollor shipments.

Last venr lower-than-expected sales
were asgsociated with redections from
planned investiment in the ense of steel,
nonferrons metals, electrienl and non-
cleetrical  manchinery,  transportation
equipment ang stone in the durnble
goods industries, and in petroleum and
gheinisals in the nondwrables. Excep-
tions to this mssociation, which has
worked out faixly well in past veavs,
aven on a 2-digit industry basis, were
textiles, food, nnd paper.



